NORTH DAKOTA HEALTH CARE TRUST FUND

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

Through the passage of House Bill 1196, the 2001 North Dakota Legislature created a special
fund, in the state treasury, known as the North Dakota Health Care Trust Fund. The fund
consists of revenue received from government nursing facilities for remittance to the fund
under section 50-24.4-30. Section 13 of House Bill 1196 provides that the state investment
board shall invest moneys in the fund in accordance with chapter 21-10, and the income
earmned must be deposited in the North Dakota Health Care Trust Fund.
All moneys deposited in the trust fund are available to the department of human services for
payment as authorized by legislative appropriations and for transfer to the long-term care
facility loan fund as authorized by legislative appropriation.

RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD (SIB).

The S1B is charged by law under NDCC 21-10 with the responsibility of establishing investment
policy and investing the assets of the Fund. The assets are to be invested in a manner
consistent with the prudent investor rule as provided in NDCC 21-10-07.

At the discretion of the SIB, the Fund’s assets may be pooled with other funds. In pooling funds,
the SIB may establish whatever asset class pools it deems necessary with specific quality,
diversification, restrictions, and performance objectives appropriate to the prudent investor rule
and objectives of the funds participating in the pools.

The SIB may delegate investment responsibility to professional money managers. When a
money manager has been retained, the SiB’'s role in determining investment strategy and
security selection is supervisory, not advisory.

The SIB is responsible for establishing criteria and procedures and making decisions with
respect to hiring, maintaining, and terminating money managers. This responsibility includes
selecting performance measurement services, consultants, and report formats and
determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives are to obtain a reasonable rate of retum on the Fund while
maintaining sufficient liquidity to meet known or anticipated financial obligations. Operating and
statutory considerations shape the Fund’s policies and priorities as outlined below:
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Objective #1: Sufficient liquidity is to be maintained to meet known or anticipated financial
obligations and preserve the value of the surplus. Cash equivalent investments will be used to
achieve this objective.

Objective #2; Investment income is needed to provide stability for the fund. This will be
achieved through investment in certificates of deposit and cash equivalents.

POLICY AND GUIDELINES.

The asset allocation of the North Dakota Health Care Trust Fund is established by the SIB,
with input from the North Dakota Department of Human Services. Asset allocation is based
upon the appraisal of projected liquidity and income requirements, and estimates of the
investment returns likely to be achieved by the various asset classes over the next five years.

In recognition of these factors, the following allocation is deemed appropriate for the fund:

Cash Equivalents and CD’s 100%

Rebalancing of the Fund to this target will be done in accordance with the SIB’s rebalancing
policy.

While the SIB is responsible for establishing specific quality, diversification, restrictions, and
performance objectives for the investment vehicles in which the Fund's assets will be invested, it
is understood that:

a. No derivative instruments or strategies which make use of derivatives which would
cause the portfolio to be in any way leveraged will be used.

b. Derivative use will be monitored to ensure that undue risks are not taken by the money
managers.
C. All assets will be held in custody by the State Investment Board’s master custodian or

such other custodians as are acceptable to the State Investment Board.

d. No funds shall be borrowed.

e. No short sales or margin purchases shall be made.



EVALUATION AND REVIEW.

Investment management of the Fund will be evaluated against the Fund’s investment.
Evaluation will be conducted quanerly by the SIB through its review of funds participating in the
Insurance Trust.

Money managers will be evaluated by the SIB quarterly. In-state meetings will be held with the
money managers at least annually.
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